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June 28, 2006 
 

 
 
Mr. Steven G. Hickok 
Deputy Administrator 
Bonneville Power Administration 
P.O. Box 3621 
Portland, OR  97208-3621 
 
Dear Steve: 
 
Thank you for the opportunity to comment on Bonneville’s proposed interpretation of section 
4(c)(10)(B) of the Northwest Power Act, which pertains to the Northwest Power and 
Conservation Council’s statutory funding limitation.  The Council appreciates your effort to 
clarify that Bonneville should incorporate the residential exchange settlement agreements into 
Bonneville’s forecast of firm power sales for the purpose of establishing the Council’s annual 
operating budget.  The proposed interpretation is consistent with the text and context of this 
provision, and consistent with our mutual long-held understanding of its meaning. 
 
From the very beginning of the Council, both Bonneville and the Council have understood 
section 4(c)(10)(B), especially when read together with the residential exchange provision in 
section 5(c) and the rate provision in section 7(b)(1), to require Bonneville’s total firm power 
forecast to include the residential exchange load.  Bonneville and the Council signed an 
agreement to that effect in 1981.  And Bonneville and the Council have continued to agree on an 
understanding of the Council funding limit that includes the residential exchange load in the firm 
power sales forecast, notwithstanding the fact that Bonneville now uses settlement agreements to 
implement the residential exchange program.  Therefore, the Council agrees with Bonneville’s 
proposed official interpretation that the settlement agreements are the equivalent of the prior 
residential exchange purchase-and-sale arrangements even though the actual implementation of 
both types of agreements may involve a combination of both power deliveries and monetary 
benefits or even purely monetary benefits. 
 
The inclusion of the residential exchange in Bonneville’s firm power sales forecast for the 
purpose of calculating the Council’s budget has been a matter of public record since the 
Council’s inception in 1981.  On May 8, 1981, Bonneville and the Council signed an agreement 
pertaining to funding the Council’s operations.  The agreement includes the following paragraph: 
 



2.  Annually, and no later than March 1 of each year, Bonneville shall notify the Council 
of its latest forecast of firm power sales (including exchange/purchase sales under section 
5(c) of the Act) for the next fiscal year, and preliminary, for each of the ensuing five 
fiscal years. 

 
This provision clearly indicates that Bonneville intended the residential exchange to be included 
in the firm power sales forecast used to determine the Council’s annual budget limitation.  A 
copy of the 1981 agreement is attached. 
 
Bonneville has reiterated this position in subsequent years.  In an attached June 23, 1989, letter 
to Mr. John Carr, then-executive director of the Direct Services Industries, Bonneville stated: 
 

Early in 1981, BPA considered the question of how to define the term “firm power 
forecast to be sold” in developing the process by which we would plan, develop, review, 
and implement the funding requirements of the Council.  Whether the exchange in other 
contexts, such as financial reporting, would typically be considered a sale is irrelevant 
since Section 5(c) of the Northwest Power Act denominates the exchange transaction as a 
“residential purchase and exchange sale” and Section 7(b)(1) treats the exchange as a 
load for ratemaking purposes.  BPA believes including the exchange as a sale of firm 
power is consistent with the terminology used in the Northwest Power Act. 

 
The Council does not see any ambiguity in the Northwest Power Act’s provisions pertaining to 
the calculation of the Council’s budget limitation.  Bonneville’s proposed interpretation correctly 
explains that the shift in form from residential exchange sales agreements to residential exchange 
settlement agreements does not change their essential nature for the purposes of factoring the 
residential exchange into the firm power forecast and thus the Council’s funding limitation.  The 
Council has been consistent on this point.  See, for example, the discussion of this issue in the 
Council’s November 30, 2002, report to the House Appropriations Committee, which 
accompanies this letter.  Moreover, Bonneville and the Council have consistently agreed to 
Council budgets over the last decade that reflect this understanding. 
 
The Council also wants to emphasize that this opportunity for public review and comment 
potentially resolves only one of several problems associated with the Council’s funding formula.  
The Council believes that the formula is in need of amendment, considering the many changes 
that have occurred in the utility industry and the Northwest’s energy system over the last 26 
years.  For example, the formula provides no mechanism to ensure that the Council’s budget 
keeps pace with inflation.  This omission is likely attributable to Congress’ expectation in 1980 
that Bonneville would acquire all resources necessary to meet the region’s electrical load growth.    
Had Bonneville acquired the resources to meet regional growth, this would have boosted the 
agency’s firm power sales and automatically increased the Council’s budget cap.  In reality, the 
Council’s budget has not kept up with inflation.  In fact, the Council’s 2006 budget is about $4 
million lower than it would be had an inflation factor been applied since 1981. 
 
The inability of the Council’s budget to keep up with inflation threatens the Council’s 
independent planning capability.  Historically, the Council’s staffing capability was augmented 
by engaging independent contractors with special analytical expertise.  In recent years, failing to 
keep up with inflation has forced the Council to halt or scale back some important projects that 
would have enhanced the Council’s technical capabilities.  For example, because of budget 



reductions in contracting and personnel, the Council stopped updating the data and economic 
forecasts in its Demand Forecasting System models and the models were abandoned.  Falling 
behind inflation has also prevented the Council from providing others in the region with detailed 
economic and demand forecast data, which many in the region had relied on for years.  While the 
Council is still the premier energy forecasting entity in the region, this slow erosion of capability 
someday will inhibit its ability to serve the region in the manner originally intended by Congress 
and the four Northwest states.  
 
In 1985, the Council’s staffing costs represented 31 percent of its budget, and contract costs were 
24 percent.  In 2007, the Council expects its staffing costs to be about 54 percent of its budget 
and contract costs only 4 percent.  In addition, the Council has reduced the overall number of its 
full-time employees by approximately 10 percent since 1985. 
 
There are other problems with the existing formula, as well.  These problems, which also could 
not have been anticipated when the Act was passed, are discussed at length in the attached report 
to the House Appropriations Committee. 
   
Again, we appreciate Bonneville’s desire to clarify how it understands the role of the residential 
exchange in the calculation of the Council’s budget.  We agree that Bonneville’s long-standing 
practice of including the residential exchange agreements in firm power sales forecasts is 
consistent with the provisions of the Northwest Power Act. 
 
Thank you for the opportunity to comment on this proposal. 
 
      Sincerely, 
 

~ 

      Tom Karier 
      Chair 
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